This paper aims to describe in detail the functioning of higher education institutions (IHEs) in Ukraine and to discuss some of the administrative and financial problems of higher education there. Problems in the education system naturally attract the attention of both experts and the public at large. Transition has greatly affected the demand for graduates and the quality of training and, at the same time, it has impacted on the forms and opportunities for training and research (including studies abroad), especially in Economics and related fields. This paper seeks to identify directions for reorganisation of the higher education system in Ukraine in relation to changes taking place in other transitional countries and economies. The following issues related to the administration of teaching and research and financial incentives within public higher education institutions are discussed in the paper: the structure of higher education institutions; organisation of academic work; employment and academic positions at University; traffic of academic staff; salaries and wages of academic staff; research IHEs; demand for graduates and postgraduates; sources of finance for IHEs; financial resources of public institutions and the government funds and fee revenues.
errors contained in the paper.
Introduction
The Ukrainian system of higher education is subject to the Rules and Instructions of the Ministry of Education of Ukraine, which was established to maintain a specified state standard of training and research in higher education institutions. A sharp reduction in government revenues and, consequently, a reduction in government expenditure on higher education and the administrative structure in higher education has resulted in a government resolution to maintain control of higher education institutions and their activities, both public and non-public, through the Ministry of Education.
Government agencies like the Research Institute for Higher Education Problems, Academic &
Methodical Councils, Field Councils and others advise higher education institutions and demand from them a certain standard of education, which means, in general terms, consistency of syllabuses and training programmes. Moreover, it is proposed to grant graduates of higher education institutions (which are not equal in terms of finances, academic staff, equipment and premises and, accordingly, which are not able to provide identical quality of training) with a standard diploma (or a degree).
The equality of training required by the planning system of the USSR, where every graduate was obliged to be able 'to fulfil his or her duty' in any place in the country, required a lot of resources for unification and monitoring. Despite the substantial changes Ukrainian political and economic life has undergone during the period 1992-1996, the higher education administrative process has not changed very much. Most higher education institutions are still under the control of the state and the administrative organisation and structure in the higher education sphere remains as vertical and hierarchical as it was 10 years ago. Ukraine is smaller in size then the former USSR and there is a strong demand for graduates who can solve Ukraine's specific economic and social problems. This is why the old standards of education generate not only a hidden resistance from institutions themselves, but also have a negative impact on academic staff motivation to perform in accordance with required standards. It should also be stressed that these standards were reached by leading public institutions a long time ago, and performance above the standard has never been encouraged in any serious manner. In many other institutions these standards may not be achieved now because of poor financial resources, staff problems and lack of capacity to upgrade personnel qualifications. Administrations of these substandard institutions strive to achieve only one goal-a government license for training. This license allows substandard institutions to take students and to get funds for its operations.
Private and public sectors of higher education
While the system of higher education is still dominated by public institutions, the private sector is nevertheless an important element of this system (See Tables 1 and 2 There are currently a number of motives behind the establishment of private higher education institutions in Ukraine. Founders of many economic institutions are large industrial enterprises and banks, which are interested in the training and retraining of their personnel.
Another group of founders of private institutions view the mission of such institutions as the employment of academic potential (new programmes and methodology, new training techniques, etc.) unused within the standard and conservative structure of public institutions.
However, there are many institutions which are not innovative at all, but take advantage of good advertising because many young people and their parents are not fully aware of the nature of the institution they choose to put their money into. Additionally, the Law and bylaw requirements and procedures-licensing, accreditation and compulsory liquidation of nonlicensed institutions-do not work properly in some circumstances. A material incentive to establish a new private institution is purely commercial-to succeed in the new market. Institutions established with this objective are closely focused on pure 'commercial' training programmes in finance, banking, accounting and auditing, economics, management and other fields where public demand for knowledge and expertise is very high.
These institutions show more stable financial performance than the second group of private higher education institutions. Founders and managers of these institutions are aware of the desire of the state to consider private higher education institutions as profit organisations, and sometimes they combine training services with trade, construction and other profit-making activities. Table 2 shows that, on average the share of enrolments to non-public institutions was 6.3% of total enrolments in Ukraine, whereas the share of enrolments to the non-public economic institutions exceeded 40% of total enrolments to the economic institutions. Also, more non-public institutions applied to the Ministry of Education of Ukraine for licenses to train students in Economics and related areas. Private and public higher education institutions are interrelated. Each group of private institutions is forced to invite qualified trainers to teach there. And since trainers from public institutions come with standard training programmes, private institutions become influenced by the government education policy. At the same time, private higher education institutions help public institutions to preserve their profile and support them through the leasing of premises and equipment, laboratories and libraries and the employment of academic staff of public institutions.
Our review of changes in public higher education is limited by the relatively low number of public economic institutions. The total number of institutions which were considered to be public economic higher education institutions by the Ministry 
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The following issues related to the administration of teaching and research and financial incentives within public higher education institutions will be further discussed:
Administration of teaching and research
• structure of higher education institutions;
• organisation of academic work;
• employment and academic positions at University;
• traffic of academic staff: internal and external;
• salaries and wages of academic staff: incentives and opportunities;
• research in higher education institutions;
• higher education institutions and demand for graduates and postgraduates;
Financial incentives for teaching and research
• sources of finance for higher education institutions;
• financial resources of public institutions: the government funds;
• financial resources of public institutions: fee revenues.
Structure of higher education institutions
Administrative, training and research divisions of higher education institutions are created for the following purposes:
(a) training of qualified experts (graduates) with a very good theoretical knowledge and practical experience in the specified area;
(b) quality enhancement of training of students based on requirements of modern society, technology, science, culture and perspectives of their future development; (c) research work, which helps to achieve the training objectives of higher education institutions and adds to the development of fundamental and applied economic theory;
(d) promotion of high quality textbooks and other educational materials;
(e) staff training in academic and research areas;
(f) upgrades of academic staff qualifications and qualifications of experts in the specified area.
Administration
The administration of higher education institutions consists of:
• Rector (President), Vice Rectors (Vice Presidents), 4 Deans and Deputy Deans of all Faculties and leaders of other administrative and economic management divisions. They are delegated power to develop, introduce and monitor various initiatives in order to ensure the achievement of institutional objectives.
• Training Subdivision (Unit) which is responsible for plans and the organisation of training work of institutional divisions (including practical work (internships) of students);
• Human Resources Subdivision (Unit) which consists of an employees' section and students'section;
• Central Office which includes an archive and a legal section;
• Accounting Subdivision (Unit) which keeps records on the current state and turnover of fixed and current assets, short-term and long-term liabilities, money transfers, etc.;
• Finance & Economy Subdivision (Unit) which is responsible for overall financial planning and institutional performance;
• Science & Research Subdivision (Unit) which co-ordinates the scientific and research activities of departments, gives assistance in registration of research contracts (agreements) with external organisations, provides academic staff engaged in research activities with support in terms of educational materials and methodology;
• PhD Programme Subdivision (Unit) which is responsible for intake and monitoring of training in PhD and Doctorate Programmes, for planning of work and the functioning of academic councils in specified areas for an assessment of PhD and Doctorate dissertations (papers);
• Master Programmes Co-ordination Centre which is responsible for co-ordinating the training of students at postgraduate level.
The library and recreational centre are separate institutional units. • professor
• professor-advisor
• associated professor
• senior lecturer (teacher)
• assistant
• senior researcher and postgraduate student (Doctorate programme)
• postgraduate student (PhD programme).
Organisation of academic work
The required (normative) number of academic staff employed at the expense of the government is determined by:
1) the number of students who take courses at the university: one person (trainer) for 13.4
full-time students plus one person for 21 part-time students (evening classes) plus one person for 53 correspondence students-at the university level;
2) the amount of training (in hours) carried out by the department during the academic year:
one person for 800 hours of training-at the department level.
In every department the University teacher does the following academic work: teaching, didactics, research, organisational & pedagogical work.
A professor is usually expected to do the following work in the department:
• teaching activities: lectures, tutoring, exams, supervision of graduate papers (masters' dissertations); supervision of exams for postgraduate students in PhD programmes;
• didactics: development of training programmes and course contents, writing and reviewing of lectures; writing and reviewing of textbooks and training materials (manuals);
• research: administration of research projects; review of academic books; work in academic (specialised) councils for PhD & Doctorate papers (dissertations);
• organisational & pedagogical work: work in pedagogical councils of the Faculty and the institution; work in academic & pedagogical councils of ministries, government and nongovernment agencies.
An associated professor and senior lecturer (teacher) are usually expected to do the same work in the department as the professor does. However, a substantial part of their job consists of:
• training: supervision of course (term) papers, supervision of students' practice, supervision of students' research papers, tutoring of correspondence students;
• didactics: reviewing and editing of textbooks and other training materials for instructors and students, development of samples (models) and materials for laboratory studies;
• research: research and writing of academic articles and reports.
An assistant usually does the following work in the department:
• practical studies 9 and seminars;
• preliminary exams (passes);
• review of correspondence papers;
• checking of tests;
• general assistance and work under the guidance of senior academic staff.
The position of senior researcher can be occupied for two years by an associated professor (recommended by his/her department and faculty) who is actively engaged in research, who has a sufficient number of academic (research) publications and has more than 60% (in terms of progress) of research papers which can be presented in two years as a Doctorate dissertation. 10 . A senior researcher has no other academic duties except for research and the preparation of a Doctorate dissertation. The same provisions are applied to postgraduate students enrolled in three year Doctorate programmes.
A post-graduate student (PhD programmes) has to do the following work under the supervision of a professor or associated professor at the department for three years:
• to take some exams (candidate minimum exams) and to gain some teaching experience in terms of tutoring and practical studies;
• to take part in research activities at the department;
• to prepare a research paper which can be presented as a PhD dissertation.
Normally, the enrolment of postgraduate students in PhD Programmes is made on a competitive basis based on the results of an entrance examination for graduate (expert's diploma for the transitional period) or postgraduate students (master's diploma).
Employment and academic positions at University
The occupation of academic positions is regulated by the Instruction of the Ministry of Education, and is made by election on a competitive basis for a vacant position for 5 years or, alternatively, the applicant and the institution enter into a labour agreement with a fixed term of employment (up to 5 years). The decision on employment is made (approved) by the Rector (President) of the institution with reference to the recommendations of appropriate department.
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Major criteria for employment at a University are:
• academic title,
• academic degree,
• correspondence of applicant's field of study (under his/her diploma) to the field of study of the department,
• work experience and, in particular, experience in teaching and research.
If there are a number of applicants for a vacant academic position at the institution an advantage is usually given to graduates or postgraduates of the institution, and to the candidate with the best results after a number of sample lectures or practical studies. The above Instruction contains the following recommendations for the position of:
Head of Department -a person with a Doctorate degree or professor;
Associated professor -a person with PhD degree.
There are no specific requirements in terms of academic titles and academic degrees for any other (minor) position, and preference is given to candidates who satisfy all other criteria. 
Traffic of academic staff: internal and external
As mentioned above, employment of academic staff in Ukraine is regulated by the Instruction of Ministry of Education, and the number of academic positions depends on the number of students trained in the institution. Therefore, a transfer from a lower position to a higher one is possible in two cases: (1) when a new position is opened in the department (in connection with an increase in a number of students trained there) and (2) when an occupied position is left by a faculty member.
It is necessary for an applicant for a higher position to satisfy all formal criteria. However, in most cases an employee of KNUE has an advantage in comparison with outsiders who have applied for the same position, even if insider does not meet all requirements.
It must be stressed that until 1991 in the former USSR, work in higher education institutions was considered very prestigious, and people only left their academic positions in extraordinary circumstances: health problems, death, retirement, and so on. Thus, traffic of academic staff was very slow, and faculty members occupied their positions for 10-15 years.
The situation has changed dramatically in the transitional period. (However, this is not true for KNUE and KhSUE). Additional requirements to the quality of training were also put on academic staff in many economic institutions and these requirements were related to the training of experts for the market-type economy. There is also a practice of employing a number of government officials (outsiders) on a parttime basis. In 1995-96 there were 85 government officials (outsiders) employed on a parttime basis by KNUE.
Naturally, the youngest teachers (up to 40 years old) were the first to voluntarily leave the University, and their positions were occupied by faculty staff at retirement age, thus raising the average age of employees to over 40.
All the above caused an increase from 57.5% to 60% in the number of professors and Doctorate degree holders in KNUE of retirement age (pensioners) and close to retirement age (pre-pensioners). It has also made a different qualitative structure of academic staff. In 1993, for example, there were 6.9% professors with Doctorate degrees and 57.5% PhD degree holders, whereas in 1996 this figure has declined to 5.6% and 55.1%, respectively. Poor compensation schemes and old course content were two important reasons for the outflow of qualified personnel from public research and academic institutions in the private sector. In 1994-95, over 7,000 people left public higher education institutions (4,000 people at the age of 35-40 years) and most of them had some sort of academic degree-3,668 had PhD degrees and 305 had Doctorate degrees. The share of associated professors in academic staff has decreased from 57.3% in 1993 to 51% in 1995. The age structure of academic staff has also changed, and now the mean age of an assistant is 35-40 years, of an associated professor is 55-58 years, and of a full professor is 58-60 years. There was a critical need for initiatives to ensure a stable inflow of academic staff in public higher education institutions.
The initiative of the Ministry of Education of Ukraine, other related Ukrainian ministries and the National Academy of Sciences was to increase the intake to PhD and Doctorate Programmes. To date there are 105 higher education institutions (compared to 74 in 1990) that are subordinated to the Ministry of Education of Ukraine, running PhD programmes.
This represents 96% of all higher education institutions at the 4th level of accreditation.
Doctorate programmes exist in 68 higher education institutions (compared to 30 in 1990) that are subordinated to the Ministry of Education of Ukraine. This represents about 65% of all higher education institutions at the 4th level of accreditation (See Table 6 ). Kiev, 1996. Priority in terms of increase of enrolments has been given to PhD and Doctorate programmes in humanities like Economics, Law, Pedagogy, etc. at the expense of Sciences (See Table 7 ).
The sharp increase in enrolments for PhD and Doctorate programmes during the last few years has also had a negative effect. The proportion of graduates who presented PhD and Doctorate dissertations to the-which is a measure of success in these programmes-has dropped in almost all fields. These proportions were, on average, 18% for PhD programmes and 21% for Doctorate programmes in 1995 compared to 20% and 26% respectively in 1990.
A substantial negative impact on these figures has been caused by PhD to conduct research in a specific field, but also for those preferring to combine a small guaranteed income over 2-3 years with the opportunity to work outside on a part-time basis. 
Salaries and wages of academic staff: incentives and opportunities
So far market power is not strong in the higher education sphere. This is more or less true for both types of higher education institutions-public and private. In public institutions, for example, official differences in academic qualifications-academic titles and degrees-have much less influence on compensation now than they did in 1991. For example, the salary of an associate professor with a PhD degree was two times higher than that of an assistant without a PhD degree in 1991 and 1.5 times higher in 1997. Differences in salary between associate professors and full professors have become almost symbolic.
Salaries of academic staff in public higher education institutions are established by the Edict of Cabinet of Ministers of Ukraine. The amount is periodically revised since it is based on two indicators:
1) the rate of inflation;
2) the differences between wages and salaries in the industry and education sphere, which in accordance with the "Act on Labour", should be 1:1 for primary and secondary education, and 1:2 for higher education. However, there were delays of up to 5-6 months in salary payments because of insufficient government financing. In 1996 these delays caused a situation where academic staff accrued salary for a 9 month period (January-September, 1996) and received their salaries for 5 months only (January-May, 1996) . Hence, the salary received by academic staff was only about 55.56% of the amount accrued.
Most of the other internal sources of funds 17 for academic staff-administrative jobs, extracurricular work, sale of copyright for manuscripts of new textbooks and manuals-do not help in this situation as the source of financing is the same for all these funds.
In KNUE, for example, there is a system of additional salary payments for the regular administrative jobs of academic staff. The Rector, Vice Rectors, Deans or Heads of Department can receive additional salary (up to 90% of their regular academic salary) for their regular administrative work. The amount of this salary depends on the amount of work (number of students at the faculty or number of teachers at the department), the complexity of work and the level of responsibility. However, regular administrative work is paid from the same sources (funds) as regular academic work.
The situation with manuscripts of new textbooks and manuals is similar. Any member of faculty staff in KNUE can enter into an agreement with a higher education institution and agree that he or she receives a lump sum payment based on their monthly salary for every 16 printed pages of manuscript, and in turn KNUE receives the copyright for the manuscript.
However, this compensation for copyright is paid as a salary, and no salary is paid then no compensation is paid.
In addition to internal sources of funds for academic staff at University there are two more sources of funds: funds granted to research projects at the University and external sources of funds (consultancy, part-time work and so on). However, nowadays research projects at University are not granted sufficient financing and many projects do not receive funds regularly or receive no funds at all. There are also three formal restrictions which act as disincentives for academic staff participating in research projects:
1) low limits for the share of labour expenses in the total amount of project financing;
2) low limits for a salary rate; 
Research in higher education institutions
One can see a decline in academic output in terms of training and research activities in economic higher education institutions. Whilst the percentage of students (and academic staff) of economic institutions to the total number of students (and academic staff) of institutions subordinated to the Ministry of Education of Ukraine was slightly above 10.4%, the share of funds available for research activities in economic institutions did not exceed 1% of the total funds available for research activities in institutions subordinated the Ministry of Education of Ukraine. The percentage of academic personnel involved in research activities in economic institutions amounted to only 3.9% of the total number of academic personnel involved in research activities. The reduction of funds available for research activities in economic institutions has had a negative impact on the earnings of academic personnel and incentives of academic staff and students to conduct research there.
At the same time, expansion of opportunities for publications has allowed the number of publications to grow for the last three years, 1.5 times for books, 1.7 times for articles. New opportunities and various programmes of academic exchange, participation in various conferences (including international ones) have caused the total number of participants at scientific conferences to grow by 13%, and the number of participants at international scientific conferences to increase by a factor of 1.8. In KhSUE increases in the number of publications and conference participants reached 88% and 29%, respectively and in OSUE these figures were 62% and 65%.
It should be mentioned that research results have an influence on the promotion prospects of the researcher within the University. Willingness, ability and sufficient knowledge to conduct research are the grounds for enrolment of postgraduate students in PhD Programmes. Those who have successfully completed a PhD Programme and publicly presented a PhD dissertation have a right to apply for a senior lectureship. Consequently, the senior lecturer who conducts research in addition to regular teaching can apply for an associated professor's position. Associated professors can apply for a Doctorate Programme, and after presentation of a Doctorate dissertation, the associated professor who continues to conduct research can apply for a professor's position.
In higher education institutions, the majority of academic staff are engaged in research in order to obtain a promotion. Research can take different forms:
• preparation of PhD and Doctorate dissertations;
• writing of articles, reports, academic books;
• reporting at scientific conferences;
• development of research projects financed by the government and non-government agencies (organisations).
In public higher education institutions in Ukraine, faculty staff members are required to develop topics which they or their colleagues in the department can deliver in lectures. This work is a professional requirement, it is compulsory, and faculty members are not paid additional salary for it.
In Ukraine research activities in higher education institutions are evaluated in terms of amount of work done (usually, a number of publications) and no other quantitative parameters are used. Despite the complex social and economic situation in Ukraine, the number of publications in KNUE has not changed a lot over the last three years.
However, during the last few years the prestige of research activities has declined, funds available for research have been reduced substantially and many University researchers have had to look for part-time employment outside the University. As a consequence there has been a reduction in the amount of research conducted in higher education institutions. In KNUE, for example, there were 47 research projects in 1993 (29 of which were ordered by the government and 18 by non-government organisations and companies) and only 34 projects in 1994-95 (21 of which were ordered by the government and 13 by nongovernment organisations and companies). Someimportant research projects were also completed:
• Study of insurance business development in Ukraine.
• Composite evaluation of social and economic development of industries and regions in Ukraine for investment purposes.
• Development of proposals on improvement of methodology & organisation of accounting and audit in the market economy.
• Formation and realisation of international strategies of Ukrainian industrial enterprises.
However, it is impossible to evaluate the results of these research projects because no precise evaluation procedure was set and defined in project documentation.
Research work of students is an important part of the University research activities. The research work of students takes different forms-it is conducted as a part of training at the department and as a participation in University research projects.
Over 560 students were engaged in different forms of research and 314 students presented their papers and reported at the annual student conference in KNUE in 1995. However, these figures are considerably lower than 1994 figures (930 and 395 students, accordingly).
As indicated above in KNUE, 384 University teachers 18 (65.5% of the total number of academic staff) took part in different forms of research activities in KNUE. It seems that staff holding an academic degree had stronger motivation to undertake research. There is a rather simple explanation for this fact: Formal restrictions which are imposed on the amount of labour expenses in any research project lead to a reduction in the total amount of labour expenses, and, therefore, a project manager is interested in high quality researchers only.
Since PhD degree holders are perceived to be high quality researchers, they are therefore more involved in research than their colleagues who hold no academic degree. It should be also mentioned that the actual level of compensation for research work (50% of regular salary) does not cover all labour costs. With daily costs of labour equal to 3-4 hours (i.e. 1/2 a normal working day) the compensation is slightly more than 1/3 of the regular salary of PhD degree holder.
Higher education institutions and demand for graduates
Relationships between higher education institutions and the economy can be characterised by the demand for graduates at higher education institutions. The demand for graduates reflects also the role and significance of the institution for industry (economy) and the region (country) and relevance of the institutional policy in the field of training to the current state of the economy.
The labour market, like any other resources market, has a number of features which are not considered seriously in Ukraine where the market economy has only just started to develop.
More attention should be given to (1) evaluation and forecasts of demand for graduates in the planning of higher education institution activities, and (2) improvement of training programmes aimed to prepare graduates for work in a market economy.
These two areas are interrelated because market demand is not a demand for a graduate in any specific area but demand for a specific position holder who is able to work in accordance with a contract.
There are two types of guarantees in terms of quality of training which can be found in Ukraine-external and internal guarantees. For the next few decades, only the public sector will be able to cover major social needs in graduates in different areas. The mission of the private sector will be to diversify the national system of education instead of a radical increase in the number of students in the country (because such an increase is seriously constrained by the supply of well qualified trainers).
Private higher education institutions should create a flexible and mobile alternative within the system of higher education and should keep their value primarily because of quality of training.
Both sectors of higher education-public and private-must strive not only for social goalsto provide adequate knowledge and expertise, but also for economic ones-to train graduates in qualitative and quantitative proportions which correspond to the social demand for graduates in specific fields.
There was a special division within of total enrolments, whereas this figure was much higher for the USA (30%), France and Canada (21%), Russia (20%) and so forth.
The emergence of private economic institutions, the increase in the number of the public economic institutions and the increase in enrolments to the public economic institutions have reduced the competition for places. Despite positive changes in the structure of economic higher education institutions and the development of new training programmes, the competition rate for public economic institutions has become smaller than the average competition rate for all public higher education institutions. While the competition rate for economic institutions is still higher than the competition rate for polytechnic institutions this difference dropped by 1.5 times. Table 6 ).
1995 graduation year was transitional in terms of end of training programmes for bachelors and start of training programmes for masters instead of graduation of experts. In some areas (Finance and Accounting) graduates had a right to be enrolled in Masters' Programmes automatically. Therefore, the 1995 graduation year cannot be compared with other years in terms of trends in the demand for graduates of higher education institutions.
In 1996 graduates were in a special situation because 1996 was the first year of the masters' graduation. Demand (job proposals) for graduates had exceeded 90% for almost all training
programmes (specialities). Training programmes in Economic Statistics and Management in
Agriculture were exceptions (job proposals had covered 20% of graduates only). At the same time terms of proposed jobs were not satisfactory for many of the masters graduating in 1996, and some masters have preferred to receive their diploma without placement and to have an opportunity to find a job themselves.
This employment method was taken by graduates from the following training programmes (training programmes where demand for graduates well exceeds the supply of them):
• Finance and Banking-job proposals for 194 graduates (45 graduates have accepted terms in job proposals);
• Accounting & Audit-job proposals for 145 graduates (28 graduates have accepted terms in job proposals);
• International Economics and Law-job proposals for 125 graduates (7 graduates have accepted terms in job proposals).
At the same time only 2 graduates from the Economics & Management of Enterprise training programme have refused employers' proposals and have preferred to receive a diploma without placement.
Financial incentives for teaching and research
Many higher education institutions in Ukraine face a problem in financing their current and capital expenditures. There is progress in terms of reforms in training and didactics but there are many problems in terms of variety of sources for financing for many institutions. For many public higher education institutions there is no chance to get capital expenditure covered by the government. Non-public higher education institutions work for today and do not look far into the future. And in such circumstances it is a very complex task to form and to exploit a system of financial incentives aimed at improving the overall system of higher education and training in particular institutions.
A close look at the higher education sphere shows that there are two major financial problems in higher education: a shortage of funds and allocation of funds between different sectors, regions and institutions. These problems are caused by two factors: external-a complex economic situation in Ukraine, budget deficit and restructuring of government expenditures, and internal-the outdated financial mechanism of the higher education sphere. Deep economic crisis and a decline in GDP have led to a sharp reduction in government revenues.
Reduction of government revenues results in the reduction of government education expenditure in both absolute amounts and percentage of total expenditure. In 1996, the education sphere received 3.8% (higher education received 1%) of the national income, whereas this figure was 5.5% in 1991-95. The reduction in percentage of government education expenditure out of the national income is also connected with government financing priorities. Ukraine, Kiev, 1996 Any hopes for substantial improvement of the economic situation in the near future are also unjustified because there are no economic and financial preconditions. The entire system of public finance needs reorganisation. The old model, based on collective (joint) distribution of national income through the budgetary mechanism is about to collapse. Sooner or later it will have to be reformed. The place of higher education in the new system has not been determined because the new system of public finance has not yet been developed. There are different solutions to existing financial problems. The first choice is to finance higher education at the expense of the government and in accordance with pre-established normatives of financing. The second choice is to develop a new system of financing for higher education institutions.
However, with regard to the normative finance it should be stressed that even an increase in government education expenditure to the proclaimed 10% 19 ceiling will not solve the problem of funding for higher education. It will only improve the situation, since the national income is small and therefore the amount of funds allocated to higher education is small. This should not be understood as an indication of the importance of higher education but rather of the low level of government revenue. Also, an increase in government education expenditure can only be reached at the expense of other expenditures. Thus it seems to be impossible to solve the financial problems of higher education at the expense of public funds.
Sources of finance for higher education institutions
The system of financial incentives and power of incentives in higher education institutions depends on sources of financing. Now there are two different approaches in terms of sources of financing-commercial (income) approach and budget approach.
Non-public higher education institutions use a commercial (income) approach in the financing of their operations. They are paid by persons and corporations for training services which they render to these customers. As a rule, revenues of non-public institutions cover all their current expenditures, generate a profit (according to Ukrainian Law) and pay income taxes. Since these institutions are considered to be commercial organisations their main incentive is to make a profit. In order to generate a profit, institutions should have a sufficient number of students, first. And for these purposes the institution must have a good reputation and good programmes of training. Second, a fair level of fees has to be found. This level should be attainable by students and/or their sponsors and, at the same time, training fees must cover all related expenses and provide University teachers with good compensation for their work. Third, to survive in a competitive environment, the institution has to provide a high quality of service at reasonable cost. Non-public higher education institutions are in the process of formation, and they are not strong enough in terms of resources to compete with public institutions. They have many problems and difficulties. However, they have clear incentives, and their development is more dynamic than that of public institutions.
Public higher education institutions use a budget approach in the financing of their operations.
They are financed by the government in accordance with a University budget. The University budget reflects an annual amount of financing by item and by quarter. The level of government (budget) financing depends on quantitative indicators: the number of students, physical space (in m 3 ) and area (in m 2 ) used. For a given physical space and area used by an institution, the only institutional incentive is to get a state order for the training of students.
There is almost no difference between different institutions in finance area (there was an additional 15% salary for work at university with level 4 accreditation until the middle of 1996), and there is a small difference within the same institutions in terms of quality of training and compensation level. This difference is reflected in the salary level for different positions, and it is very small-3.42% (10.2 hryvna or, approximately, 5.51 USD per month), for example, for a professor, PhD holder and an associate professor, PhD holder. Such a small difference creates no incentives for the University teacher to upgrade his/her qualifications and move to another position. Moreover, salary differences do not account for quality of training within the same category of academic staff.
It should be stressed that public higher education institutions do not use a pure budget approach in the financing of their operations now. Many of them use a mix of budget and commercial (profit) approaches. They charge their customers for educational (the training of students) and non-educational (leasing of University equipment and premises, for example) services.
However, public institutions are limited in use of their revenues (earnings). There are certain standards for government financing and, in fact, non-government funds are used to replace (to cover a deficit of) government funds in times of financial crisis. The Government is not able to receive the whole amount of tax revenues, and public institutions only get 40-50% of required funds. Moreover, the government delays payments to public institutions. Salaries and wages are good examples of government funds which are always late. In public higher education institutions in Ukraine, for example, salaries and wages expenses accrued in March-May 1996 were paid in May-June 1996, and those accrued in June-October 1996
were paid in September-October 1996.
Financial resources of public institutions: government funds
A University budget is based on operational indicators and standard expenditures. The main indicator used for finance purposes is the number of students. This indicator reflects the number of new and existing students at University. With a two-tier system of training (bachelor and master programmes) this indicator should count for a number of graduate and postgraduate students.
The average annual number of students is used to calculate Salaries & Wages expenses (Item 1) for a given academic year. Salaries & Wages is a key expense item in the University budget. Salaries & Wages includes salaries and wages of academic and non-academic staff.
Salaries and wages of academic staff constitute the biggest part of these expenses. Calculation of the total amount of Salaries and Wages expenses is based on the number of positions and average salary rate of regular staff. This budget item also counts for the number and wage rate of part-time staff employed by the University.
The average annual number of students determines the number of academic and non-academic (administrative) staff which are employed by the University. In 1996 there was an increase in the student/teacher ratio. This ratio changed from 11.4 to 13.4 for full-time students, from 19.2 to 21 for part-time students (evening classes) and from 49 to 53 for correspondence students. 21 The total number of full-time students divided by the student/teacher ratio produces the total number of academic staff for full-time students. The same approach is used to determine the total number of academic staff for part-time and correspondence students. Another performance incentive is the additional earnings received for extra time spent within the institution. Because of the complex economic situation many University teachers are interested in teaching 1.25-1.5 times more than before because the cost of living is increasing.
However, this approach has a negative side-an increase in working time may cause the quality of training to deteriorate. Under the new system of financing, institutions and their divisions should be given the right to establish wage rates and other financial incentives themselves. As far as institutions are given the right to earn money they should be given the right to spend the money they earn.
Charges on salaries & wages (Item 2) is a second major item in the University budget. This item includes Pension Fund Charges (88% of total amount) and Social Insurance Charges (12% of total amount). These charges are additional expenses, and they account for 37% of salaries and wages expenses.
Calculations for Scholarships (Item 8) are based on an average amount of scholarship and number of qualified students. Qualified students are full-time students who study courses at the University on a non-fee basis (including postgraduate students enrolled in PhD programmes) and have average academic marks above 3.0. There will be some changes in criteria which are used for selection of qualified students: qualified students will be full-time students who study courses at the University on a non-fee basis and have an average academic mark 4.5-5.0. Some indigent students with a lower academic mark will also be qualified for governmental scholarships. At the present time a monthly governmental scholarship for students varies from 12.52 to 15.84 hryvna (or, approximately, from 6.77 to 8.56 US dollars) and scholarships for PhD postgraduate students vary from 172 to 220.8 hryvna (or, approximately, from 92.97 to 119.35 US dollars) .
Meals expenses (Item 9) are intended to cover meals which are provided free of charge to orphan students. Calculations for these expenditures are based on standard daily expenditures per student, the number of days and the number of orphan students at the University. There are almost no financial incentives to perform well for academic staff, too. While the Rector has a right to reward University teachers for good quality of teaching, for textbooks and so on, the Rector's judgement is a very personal one. Besides there are no specific funds for rewards in the University budget at the beginning of any fiscal year, and teachers can only be rewarded if some money is saved. However, there are some incentives for administrative work of academic staff. The Dean of Faculty, for example, receives an additional 35% salary for his/her administrative work, the Deputy Dean of Faculty receives an additional 30% salary, the Head of Department receives 20% or more additional salary.
Purchases of equipment & appliances

Financial resources of public institutions: fee revenues
In times of economic and financial crisis government funds are limited, and there is no pure budget financing in public institutions. Government releases funds for salaries, wages and scholarships only, and delays are usual in this sphere. In these circumstances Universities must look for other sources of funding. And now for many public higher education institutions fee revenues constitute an important part of their financial resources.
The fee for studies at University is influenced by two factors. First, it is influenced by the average (maximum, minimum) level of fee charged by Universities located in the same region.
This is a local market price for educational services. Second, it is influenced by costs of training. Now costs of training in public institutions are calculated on a basis of government standards for costs of training.
Existing accounting standards and tax treatment of fee revenues do not stimulate higher public institutions to earn more in fee revenues, and, therefore, financial incentives for public institutions to have more students and to provide them with a very good training are generally very small. However, for some training programmes prices and costs are determined by the institution itself, and there are incentives to work. In KNUE, for example, teachers are paid, approximately, 1 USD per academic hour (45 minutes) for training of students in bachelor programmes (when government funds are used) and 8 USD per academic hour for training of students in master programmes.
The total amount of fees paid by students depends on the higher education institution, training programme, and amount of training (full-time, part-time, correspondence). In KNUE, for example, the semi-annual amount of fees is: 900-1,000 hryvna for full-time students (bachelor programme) 23 , 320 hryvna for part-time and correspondence students, 1,810 hryvna for postgraduate students (2 year master programmes).
The total amount of fees charged for training by KNUE reflects an average amount of fees charged by public institutions in Kiev. Obviously, this is substantially less than fees charged by Universities in West European countries. However, it is a relatively large sum to people in Ukraine, and fees for training at University are usually paid by sponsors of students (often by enterprises and organisations where students work or they are expected to work after graduation). For example, KNUE has entered into an agreement with the Industrial Investment Bank (Prominvestbank) to train over 400 IIB employees for a number of years.
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These are examples of a new system of financing which has started to form. The new system of financing of higher education institutions should represent a mix of various sources of financing: government funds, revenues from education, research and consultancy services, financial support of enterprises, organisations and foundations. In fact such a system has started to develop but it does not have a proper legal status and favourable (or at least neutral) tax treatment of institutional revenues.
Ukraine, on one side, has a large public demand for education-transition towards the market economy requires new knowledge and expertise-and, on another side, it has very limited financial resources. This is a factor which should be taken into account. Ukraine cannot wait until the economic situation improves because the country is about to lose its quite developed system of education. Therefore, the new system of financing of higher education institutions should be established as soon as possible.
Education which is a determinant of economic growth and prosperity of nation, is very expensive, and only rich nations can provide higher education with large support from the government. Since public finance and the public sector are in deep crisis, the government can only provide public institutions with limited support, and institutions require more. Higher education in Ukraine must have diverse sources of financing-support from the government, fee revenues, rental income, etc. because governmental support to higher education will not be as strong as before.
Under the new system public funds for higher education should determined by two factors:
public demand for well educated people and resources available to finance their education.
Government funds should be allocated in accordance with new principles. The same approach-in terms of legal status and tax treatment-must be applied to all sources of funds.
The price of training has to be a cornerstone of any new system. There is no difference who pays this price-government, citizen or enterprise. An important thing is that graduates are products of the education process and they have to have a market price which should be paid.
This price will be influenced, on one side, by institutional costs of training and, on another side, demand and supply of graduates in the labour market.
Public agencies and private sector should pay the same price for education (training of students). At the same time all higher education institutions should compete and have an equal right to propose a training to the number of students supported by the government. For a given institution the government support of students must be considered as a recognition of quality of training in this institution.
Tax treatment is important element of institutional price policy. At the present time an excess of revenues received from so called commercial activities 25 of higher education institutionan increasing portion of total revenues-over related expenditures is treated as profit and is taxed by the profit tax. Some questions arise here. First, should the commercial activities of higher education institution treated as profit making activities? Second, should revenues from these activities be taxed?
Commercial activities of higher education institution may bring some excess of revenues over related expenditures. This excess should not be taxed and should be used for the development of higher education institution. This incentive will allow institutions to upgrade their premises and equipment which are in critical condition now. It will stimulate higher education institutions to earn additional revenues and will lightened the financial pressure on the government.
New system of financing of higher education institutions should be reflected in consolidated financial statements. At the present time government funds are separated from non-government funds. Such an old system does not correspond to the new situation where the share of non-government funds has increased significantly. Therefore, there is a need for consolidated financial statements where all revenues and all expenditures of higher education institution are reflected. Under the new system government funds are received in accordance with the government order for graduates and amount of fee which has to be paid for each student. Government funds should not be tied (in terms of amount of funds allocated to the given institution) with non-government funds of institutions.
Summary
Our brief review of economic higher education institutions in Ukraine has confirmed that during a transitional period negative trends which may be found in the system of higher education, also exist in economic institutions. A boosted demand for economists has increased the number of students in private and public economic higher education institutions.
It has influenced the competition rates in public higher education institutions and personnel flows between private and public economic institutions. Competition in the market of economic institutions has stimulated the development of different forms of training (retraining, second degree (diploma), external education, etc.) and improvement in the quality of training (academic exchange programmes with foreign universities, establishment of new departments and faculties, employment services for graduates, etc.). In the highly competitive environment public higher education institutions have preserved their operations and role within the system of higher education of Ukraine, and have remained the methodological centres responsible for the development of syllabuses and training programmes adapted to world standards.
Thorough research of higher education in Ukraine allows us to formulate the following external and internal administrative and financial issues which affect the activities of higher education institutions in Ukraine:
External issues
1) The conception of future development of higher education is not well grounded; the role and functions of the government in administration and funding of higher education, on one side, and functions, responsibility and degree of autonomy of institutions are not clearly defined by Law;
2) An increase (doubling) in a number of higher education institutions over the 4 years of independence of Ukraine was not supported by an adequate number of academic staff and physical amount of premises and equipment;
3) A likelihood of an increase in social instability in the near future which will be caused by excessive supply and unemployment of graduates from non-market oriented institutions; 4) No guidance in terms of minimum and/or maximum amount of training fees to be charged by higher education institutions; 5) Unfavourable tax treatment of higher education institution revenues;
Internal issues
1) Unclear formulation of University's mission and objectives; high standards of education and weak base in terms of financial resources, premises, equipment and training materials;
2) An inadequate power of administration over ordinary teachers in the University; no incentives to get higher qualifications and to conduct research for most University teachers;
3) A conflict between new and old teaching techniques, a decrease in the quality of teaching; a decrease in a prestige of academic work and outflow of young and bright teachers from University; 4) Ineffective (formal) evaluation of work conducted by faculties and departments in terms of training and research; a decline in research activities conducted by Universities; 5) A perception of higher education mission by students, their eagerness to get a degree (diploma) instead of knowledge and skills and low demands to the teacher in terms of course contents and teaching techniques; a different price for a time spent at the University for students, teachers, government and economy.
6) Weak relationships between compensation and qualifications (positions), between compensation and quality of teaching in public institutions; a level of compensation and high inflation rate; 7) No relationships between allocation of government funds and performance of public institutions; a lack of funds for research; normative and programme financing schemes;
8) An access of faculties and departments to financial resources; 9) Price and quality of training in non-public institutions.
In transitional periods the following initiatives aimed to improve the system of higher education in Ukraine, can be undertaken:
In the area of training process:
• reorganisation of pre-institutional education targeted to seek for and to train accordingly young talented people before they enter the higher education institution;
• development of the modern system of enrolments aimed to take more gifted young people in higher education institutions;
• introduction of internal system of accreditation of courses and training programmes within any given institution in accordance with requirements and standards developed in the EU countries;
• active participation in the work of international educational and interinstitutional organisations with a purpose of improvement of training programmes;
• establishment of the flexible system of postinstitutional training and upgrade of qualifications like similar systems used in the EU countries;
In the area of academic personnel and institutional development:
• creation of the environment for appearance and growth of academic schools and formation of research centres;
• organisation of regular workshops, conferences and publications;
• development and introduction of a system aimed to attract talented researchers in higher education institutions;
• establishment of a system for permanent upgrade of academic qualifications through international co-operation and mutual research activities, academic exchange programmes and so forth;
In the area of institutional management and autonomy:
• development of regulatory base for autonomous activities of higher education institutions;
• optimisation of institutional structure and decentralisation of institutional management through the strengthening of faculties, departments and other divisions of higher education institution;
• determination of structure, mission, role and importance of each institutional subdivision in connection with its function and operations;
• improvement of funding mechanism of institutional activities, incentives for academic staff and students to perform in accordance with a mission of higher education institution;
• formation of individual funding normatives. higher education institution irrespective of its finances, management and operations.
Many private institutions should understand this treatment as a separation from the state and elimination of any forms of government support for institution.
2.
Kiev National Economic University from the beginning of 1997. 6. In fact all public (state) higher education institutions in Ukraine have already accredited and they are able to get a license for a given number of programmes. Many non-public higher education institutions have no accreditation because they do not comply with a number of requirements stated in the "Rules of Accreditation" and are not able to provide their students with a required quality of training. For accreditation purposes each higher education institution has to comply with the following requirements:
i) textbooks and course materials are available for 100% students;
ii) 70% of academic staff are full-time employees;
iii) research work is supported by publications, PhD and Doctorate dissertations and training of post-graduate students in PhD programmes; iv) institution has its own premises.
7.
Faculty is a training, research and administrative division which provides graduate students and post-graduate students with training in a number of related programmes (specialities). Each faculty is administrated by the Dean and Deputy Deans. Number of Deputy Deans depends on the number of students trained in the faculty (the Dean is allowed to have 1 deputy for each 500 students).
8.
Department is the major training and research division of faculty and higher education institution which conducts a basic educational work with students, training and research
